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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

Office  of  Assistant  Secretary  for  Housing 

Production  and  Mortgage  Credit 

[  24  CFR  Part  235  ] 

(Docket  No.  R-75-3581 

MORTGAGE  INSURANCE  AND 
ASSISTANCE  FOR  HOMEOWNERS 

Revised  Section  235  Program  for  Lower 
Income  Families 

On  October  17,  1975,  the  Secretary  of 
Housing  and  Urban  Development  an¬ 
nounced  a  revised  homeownership  pro¬ 
gram  which  would  assist  lower  income 
families  to  acquire  new  or  rehabilitated 
single-family  homes.  It  is  expected  that 
this  program  will  stimulate  home  con¬ 
struction  and  rehabilitation  and  assist 
the  housing  recovery. 

The  revised  program  is  authorized  un¬ 
der  section  235  of  the  National  Housing 
Act.  This  section  was  enacted  in  1968. 
The  initial  homeownership  assistance 
program  carried  out  under  section  235 
was  suspended  in  January  1973  and,  with 
very  limited  exceptions,  has  not  been 
used  for  new  approvals  since  that  time. 
Among  other  things,  this  prior  program 
provided  assistance  payments  which 
could  reduce  a  family’s  monthly  mort¬ 
gage  payments  to  as  low  as  those  which 
would  be  required  on  a  mortgage  bearing 
an  interest  rate  of  1  percent.  It  also  au¬ 
thorized  mortgage  insurance  and  assist¬ 
ance  payments  with  respect  to  existing 
housing  as  well  as  new  and  rehabilitated 
housing  and  permitted  minimum  down- 
payments  that  could  be  as  low  as  $200. 

The  revised  program  will  apply  with 
respect  to  mortgages  approved  for  insur¬ 
ance  after  January  1, 1976,  but  properties 
otherwise  eligible  may  qualify  if  con¬ 
struction  or  rehabilitation  is  started  after 
October  17,  1975.  As  indicated  above,  the 
revised  program  will  be  limited  to  new 
and  rehabilitated  single-family  homes 
and  condominium  units.  It  provides  for 
assistance  payments  that  will  reduce 
monthly  homeowner  payments  to  as  low 
as  those  that  would  be  required  on  a 
mortgage  bearing  a  5  percent  interest 
rate.  It  also  includes  a  number  of  other 
modifications,  such  as  increased  down- 
payment  requirements  and  limitations  on 
the  concentration  of  subsidized  units, 
which  are  designed  to  avoid  or  minimize 
problems  which  developed  under  the 
prior  program.  Consistent  with  amend¬ 
ments  contained  in  the  Housing  and 
Community  Development  Act  of  1974,  as¬ 
sistance  under  the  new  program  will  gen¬ 
erally  be  limited  to  mortgagors  whose  ad¬ 
justed  annual  incomes  do  not  exceed  80 
percent  of  area  median  incomes,  al¬ 
though  the  Secretary  is  authorized  to  set 
higher  or  lower  limits  based  on  certain 
findings. 

It  is  the  purpose  of  this  notice  to  pro¬ 
vide  interested  members  of  the  public 
w'ith  an  opportunity  to  comment  on  the 
regulations  the  Department  is  proposing 
to  use  in  implementing  the  revised  pro¬ 
gram.  Readers  should  note  that  these  new 
regulations  involve  changes  in  only  a 
limited  number  of  sections  in  the  existing 
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section  235  regulations.  However,  for  ease 
of  comment,  the  Department  is  publish¬ 
ing  Part  235  in  its  entirety  (except  for 
Subparts  D,  E  and  F  relating  to  rehabili¬ 
tation  sales  projects  which  will  not  be 
covered  in  the  revised  program)  so  that 
significantly  revised  sections  can  be  seen 
in  context  and  members  of  the  public  can 
more  easily  propose  additional  changes  in 
existing  regulations  that  they  believe  may 
be  desirable.  It  should  also  be  noted  that, 
in  addition  to  revisions  designed  to  pro¬ 
vide  for  the  new  program,  there  are  sev¬ 
eral  changes  which  affect  provisions  gov¬ 
erning  the  prior  program.  These  are 
largely  technical  or  correcting  in  nature 
and  are  noted  below. 

Following  is  a  brief  summary  of  pro¬ 
posed  significant  changes  in  the  section 
235  regulations,  as  set  forth  in  Part  235, 
accompanied  in  each  case  by  a  paren¬ 
thetical  reference  to  the  relevant  section 
or  sections  of  the  proposed  and  current 
Part  235. 

1.  Definition:  Substantial  rehabilita¬ 
tion.  The  proposed  regulations  define 
“substantial  rehabilitation”  to  mean  im¬ 
provement  of  a  imit  in  deteriorating  or 
substandard  condition  to  a  decent,  safe 
and  sanitary  level  meeting  FHA’s  stand¬ 
ards  and  require  that  the  cost  of  such 
rehabilitation  be  at  least  25  percent  of 
the  value  of  the  property  after  rehabili¬ 
tation.  Some  features  of  this  definition 
are  taken  from  practice  under  the  prior 
program  but  there  is  no  comparable 
specific  definition  included  in  current 
regulations.  (Proposed  §  235.5(f).) 

2.  Eligible  mortgagors:  Income  limit. 
The  proposed  regulations  specify  that 
the  mortgagor  shall  have  an  adjusted 
annual  income  not  in  excess  of  80  per¬ 
cent  of  median  income  for  the  area,  with 
adjustments  for  smaller  or  larger  fam¬ 
ilies  in  a  manner  specified,  except  that 
the  Secretary  may  establish  higher  or 
lower  limits  in  certain  cases.  This  change 
specifically  reflects  provisions  of  the 
Housing  and  Community  Development 
Act  of  1974,  which  amended  provisions 
of  prior  law  providing  for  section  235 
income  limits  based  on  public  housing 
limits  and  limits  for  below  market  rate 
section  221(d)(3)  projects.  Current  reg¬ 
ulations  provide  only  that  limits  will  not 
exceed  those  established  by  the  FHA 
Commissioner.  (Proposed  and  current 
§  235.10(a).) 

3.  Eligible  mortgagors:  Asset  limit.  For 
the  new  program,  no  requirement  would 
be  set  forth  in  the  regulations  for  limit¬ 
ing  assets  of  eligible  mortgagors.  Regula¬ 
tions  governing  the  prior  program  pro¬ 
vide  that  mortgagors  must  have  assets 
within  limitations  prescribed  by  the  Sec¬ 
retary.  (proposed  and  current  §  235.10 
(a)) 

4.  Eligible  mortgagors:  Adequacy  of 
income.  Under  the  new  program,  the 
regulations  would  not  specify  a  partic¬ 
ular  ratio  of  housing  expense  to  income, 
or  recurring  charges  to  income,  which 
would  be  considered  to  establish  that  the 
mortgagor’s  income  was  adequate  to 
meet  his  mortgage  payments.  Such  ratios 
are  included  in  current  regulations  gov¬ 
erning  the  prior  program,  (proposed  and 
current  §  235.10(b) ) 


5.  Coimseling.  The  proposed  regula¬ 
tions  contain  a  general  provision,  not  in 
current  regulations,  which  would  require 
the  Secretary  to  provide  coimseling. 
(proposed  §  235.11)  The  Department  is 
still  developing  specific  features  -of  a 
counseling  program  which  may  include 
use  of  buyer  education  material,  coun¬ 
seling  through  local  organizations  and 
other  measures  to  assist  home  purchasers 
to  better  understand  and  deal  with  the 
responsibilities  of  homeownership.  'The 
Department  may  incorporate  additional 
counseling  provisions  in  final  regulations. 

6.  Seller’s  reimbursement  agreement, 
The  proposed  regulations  eliminate  the 
requirement  in  current  regulations  that 
sellers  of  dwellings  more  than  one-year 
old  execute  an  agreement  to  reimburse 
FHA  for  certain  expenses  it  may  incur 
because  of  defects  in  the  property.  This 
modification  does  not  relate  to  the  re¬ 
vised  program  and  is  simply  a  technical 
change  to  conform  existing  regulations 
to  administrative  practice,  (current 
S  235.12) 

7.  Eligible  dwellings.  Under  the  pro¬ 
posed  regulations  for '  the  revised  pro¬ 
gram,  only  new  or  substantially  re¬ 
habilitated  single-family  dwellings,  the 
construction  or  rehabilitation  of  which 
began  after  October  17,  1975,  are  eli¬ 
gible.  The  regulations  governing  the  prior 
program  provided  assistance  also  for 
purchase  of  existing,  cooperative  and 
two-family  units,  (proposed  §  235.15(b) ; 
current  §  235.15) 

8.  Maximum  mortgage  term.  The  max¬ 
imum  mortgage  term  under  the  proposed 
regulations  would  be  limited  to  30  years. 
The  current  regulations  governing  the 
prior  program  provide  that  mortgages 
can  extend  for  as  long  as  40  years  in  cer¬ 
tain  circumstances,  (proposed  and  cur¬ 
rent  §  235.22  (c)  and  (d) ) 

9.  Downpayments.  For  the  revised  pro¬ 
gram,  the  homeowner  must  make  a 
downpayment  in  an  amount  (which  may 
include  prepaid  expenses)  equal  to  the 
greater  of  6  percent  of  the  Secretary’s 
estimate  of  the  cost  of  acquisition,  or  3 
percent  of  the  first  $25,000  and  10  per¬ 
cent  of  any  excess  above  $25,000  of  the 
cost  of  acquisition.  For  a  $25,000  mort¬ 
gage,  the  l^retary  estimates  that  down- 
payments  will  approximate  $1,500.  Under 
the  prior  program  the  minimum  invest¬ 
ment  could  be  as  low  as  $200  (subse¬ 
quently  raised  to  3  percent  of  acquisi¬ 
tion  costs  pursuant  to  the  Housing  and 
Community  Development  Act  of  1974). 
(proposed  and  current  §  235.35) 

10.  Subdivision  limitation.  No  more 
than  30  percent  of  the  homes,  or  40 
homes,  whichever  is  lesser,  in  any  sub¬ 
division  will  be  eligible  for  section  235 
mortgage  assistance.  Current  regulations 
contain  no  provision  to  restrict  the  con¬ 
centration  of  subsidized  units  in  a  single 
area,  (proposed  §  235.37) 

11.  Commitments  and  reservations  of 
contract  authority.  ’The  proposed  regu¬ 
lations  describe  procedures  for  obtaining 
commitments  which  are  consistent  with 
prior  practice  but  not  specifically  pro¬ 
vided  for  in  prior  regulations.  They  also 
contain  specific  provisions,  not  in  cur¬ 
rent  regulations,  under  which  the  Sec- 
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retary  may  issue  reservations  of  contract 
authority.  Reservations  will  extend  for  6 
months  and  may  be  extended  for  an  ad¬ 
ditional  6  months,  (proposed  §  235.38) 

12.  Rehabilitation  Projects.  Under  the 
proposed  regulations,  after  October  17, 
1975,  no  applications  will  be  accepted  for 
mortgage  insurance  under  section  221 
(h)  (1)  or  235(j)  to  assist  financing  of 
rehabilitation  sales  projects.  There  is  no 
comparable  restriction  in  current  regula¬ 
tions.  (proposed  and  current  §  235.45(a) ) 

13.  R^uired  assignments  of  mortgages. 
The  proposed  regulations  would  delete  a 
provision  in  current  regulations 
(§  235.210)  under  which  the  Secretary 
may  require  mortgagees  to  assign  mort¬ 
gages  on  which  assistance  payments  are 
being  made.  This  is  a  technical  modifica¬ 
tion  not  specifically  related  to  the  revised 
program. 

14.  Relation  of  sales  price  to  mortgage 
limits.  The  proposed  regulations  provide 
that  the  purchase  price  shall  not  exceed 
either  the  Secretary’s  estimate  of  the 
value  of  the  property  or  120  percent  of 
the  maximum  mortgage  amount.  Current 
regulations  provide  only  that  the  sales 
price  may  not  exceed  the  estimate  of 
value  but  specify  no  percentage  limita¬ 
tion  between  sales  price  and  mortgage 
amount,  (proposed  and  current  §  235. 
320) 

15.  Level  of  assistance  payments. 
Mortgage  assistance  payments  may  re¬ 
duce  the  purchaser’s  mortgage  payments 
to  the  equivalent  of  interest  costs  as  low 
as  5  percent,  but  the  homeowner  must 
contribute  at  least  20  percent  of  his  ad¬ 
justed  annual  income  for  monthly  mort¬ 
gage,  insurance  and  taxes.  The  regula¬ 
tions  governing  the  prior  program  per¬ 
mit  subsidies  which  reduce  mortgage 
payments  by  the  homeowner  to  as  low 
as  the  equivalent  of  payments  on  a  mort¬ 
gage  bearing  interest  at  1  percent,  (pro¬ 
posed  and  current  §  235.335(a))’ 

16.  Mortgagors  required  recertification 
of  income.  For  the  revised  program,  the 
proposed  regulations  would  provide  that 
recertification  of  a  mortgagor’s  income 
shall  be  made  on  a  calendar  year  basis 
and  shall  be  accompanied  by  a  copy  of 
the  mortgagor’s  Federal  Income  tax  re¬ 
turn.  Mortgagor  recertification  requests 
are  also  to  be  accompanied  by  tax  re¬ 
turns.  Current  regulations  provide  for  re¬ 
certifications  on  anniversary  dates  of  the 
mortgage  and  contain  no  requirements 
with  respect  to  submission  of  income  tax 
returns,  (proposed  and  current  §§  235.- 
350  and  235.355) 

17.  Termination  of  payments.  Under 
the  revised  program,  assistance  payments 
would  terminate  in  all  cases  when  the 
homeowner  sold  the  property.  Regula¬ 
tions  governing  the  prior  program  pro¬ 
vide  that  payments  may  continue  if  a 
home  is  sold  to  a  purchaser  who  meets 
the  income  requirements  and  is  other¬ 
wise  eligible  for  assistance  under  the  pro¬ 
gram.  (proposed  and  current  §  235.375 
(a)(2)) 

Section  235.335(c)  of  the  proposed 
regulations  relating  to  the  handling 
charge  payable  to  mortgagees  does  not 
specify  the  amount  of  that  charge  and 
remains  the  same  as  current  regulations 
in  this  regard.  However,  the  Department 


has  reviewed  the  handling  charge,  which 
has  been  $3.50  per  month,  and  is  now 
considering  reducing  the  charge  to  $3.00 
per  month  per  mortgage,  effective  Janu¬ 
ary  1,  1976. 

The  Department  is  currently  develop¬ 
ing  specific  procedures  for  allocation  of 
subsidy  funds  for  the  revised  program 
through  HUD  regional  and  area  offices. 
These  procedures  are  not  set  forth  in 
the  proposed  regulations  but,  when  com¬ 
pleted,  wUl  be  applied  so  that  specific  al¬ 
locations  may  be  made  to  particular 
commimities  in  accordance  with  section 
213(d)  of  the  Housing  and  Community 
Development  Act  of  1974.  Builders,  local 
governments  and  other  interested  per¬ 
sons  will  be  able  to  determine  the 
amount  of  these  allocations  by  contact¬ 
ing  their  appropriate  HUD  area  office. 

Readers  of  this  notice  should  also  be 
aware  that  a  variety  of  general  HUD 
requirements  not  contained  in  Part  235 
will  nevertheless  apply  to  that  Part  ac¬ 
cording  to  their  terms.  Those  include,  for 
example,  the  site  selection  criteria  con¬ 
tained  in  24  CFR  Part  200,  Subpart  N. 

Interested  persons  are  invited  to  par¬ 
ticipate  in  the  making  of  this  rule  for 
furnishing  such  written  comments,  data 
and  suggestions  as  they  may  desire.  All 
such  materials  should  be  filed  with  the 
Rules  Docket  Clerk,  Office  of  the  Gen¬ 
eral  Coimsel,  Room  10245,  Department 
of  Housing  and  Urban  Development,  451 
7th  Street  SW.,  Washington,  D.C.  20410. 
All  comments  receive  on  or  before  De¬ 
cember  10,  1975,  will  be  considered  be¬ 
fore  adoption  of  a  final  rule  in  this  mat¬ 
ter.  Copies  of  all  comments  will  be  avail¬ 
able  for  public  inspection  at  the  above 
address  during  regular  business  hours 
both  before  and  after  the  close  of  the 
comment  period. 

The  Department  has  determined  that 
these  proposed  regulations  will  not  have 
an  environmental  impact,  as  defined  in 
HUD  Handbook  1390.1.  The  finding  of 
inapplicability  may  be  inspected  at  the 
above  address. 

Accordingly,  it  is  proposed  to  amend 
Title  24,  Part  235,  by  revising  Subparts 
A,  B  and  C  to  read  as  follows : 

PART  235— MORTGAGE  INSURANCE  AND 
ASSISTANCE  PAYMENTS  FOR  HOME 
OWNERSHIP  AND  PROJECT  REHABILI¬ 
TATION 

Subpart  A — Eligibility  Requirements — Homes  for 
Lower  Income  Families 

Sec. 

235.1  Incorporation  by  reference. 

235.5  Elellnltlons  used  in  this  subpart. 

235.7  Application  and  commitment  ex¬ 

tension  fees. 

235.10  Eligible  mortgagors. 

235.11  Counseling. 

235.15  Eligible  types  of  dwellings. 

235.20  Requirements  for  family  unit  In 
condominium. 

235.22  Mortgage  provisions. 

235.25  Maximum  mortgage  amount. 

235.30  Increased  mortgage  amount — high 
cost  areas.  * 

235.35  Mortgagor’s  Investment. 

235.37  Limitation  on  number  of  mortgages 

in  subdivision. 

235.38  Reservations  of  contract  authority. 
235.40  Late  charge. 

235.45  Eligibility  requirements  for  pur¬ 
chaser  from  rehabilitation  sales 
project. 


Subpart  B — Contract  Rights  and  Obligations — 
Homes  for  LowerTncome  Families 

Sec. 

235.201  Incorporation  by  reference. 

235.205  Deed  in  lieu  of  foreclosure. 

235.215  Method  of  paying  insvirance  bene¬ 
fits. 

235.220  Condition  of  property. 

Special  Provisions  Applicable  Only  to 
Mortgages  Involving  Condominium  Units 

235.221  Waived  title  objections. 

235.225  Changes  In  plan  of  apartment  own¬ 
ership. 

235.230  Condition  of  multifamily  structure. 
235.235  Certificate  or  statement  of  condi¬ 
tion. 

235.240  Assessment  of  taxes. 

235.245  Certificate  of  tax  assessment. 

235.250  Cancellation  of  property  insurance. 

Subpart  C — Assistance  Payments — Homes  for 
Lower  Income  Families 

235.301  Definitions. 

235.305  Contract  for  assistance  payments. 
235.310  Execution  of  assistance  payment 
contract. 

235.315  Qualified  homeowners. 

235.320  Limitation  of  sales  price. 

235.325  Qualified  cooperative  members. 
235.330  Cooperative  units  eligible  for  as¬ 
sistance  payments. 

235.335  Assistance  payment  and  handling 
charges. 

235.340  Time  of  payment. 

235.345  Term  of  assistance  payment  con¬ 
tract. 

235.350  Mortgagor's  required  recertification. 
235.355  Mortgagor’s  optional  recertification. 
235.360  Adjustment  in  assistance  payments. 
235.365  Mortgagee  records. 

235.370  Efiect  of  assignment  of  mortgage 
with  an  assistance  payment  con¬ 
tract. 

235.375  Termination,  suspension  or  rein¬ 
statement  of  the  assistance  pay¬ 
ment  contract. 

235.499  Effect  of  amendments. 

Authoeitt:  The  provisions  of  this  Part  235 
issued  under  sec.  211, 52  Stat.  23.  as  amended, 
sec.  235,  82  Stat.  477,  as  amended;  12  U.S.C. 
1715b.  1715Z. 

Subpart  A — Eligibility  Requirements — 
Homes  for  Lower  Income  Families 

§  235.1  Incorporation  by  reference. 

(a)  All  of  the  provisions  of  Subpart  A, 
Part  203  of  this  chapter  concerning  eli¬ 
gibility  requirements  of  mortgages  cover¬ 
ing  one-  to  four-family  dwellings  imder 
section  203  of  the  National  Housing  Act 
apply  to  mortgages  insured  under  section 
235 (i)  of  the  National  Housing  Act,  ex¬ 
cept  the  following  provisions; 

Sec. 

203.12  Application  and  commitment  ex¬ 
tension  fees. 

203.16  Certificate  and  contract  regarding 

use  of  dwelling  for  transient  or 
hotel  purposes. 

203.17  Mortgage  provisions. 

203.18  Maximum  mortgage  amounts. 

203.19  Mortgagor’s  minimum  investment. 
203.25  Late  charge. 

203.28  Economic  soundness  of  project. 

203.29  Eligible  mortgages  in  Alaska,  Guam, 

or  Hawaii. 

203.33  Relationship  of  income  to  mortgage 
payments. 

203.36  Certificate  and  contract  regarding 
use  of  dwelling  for  transient  or 
hotel  purposes. 

203.38  Location  of  dwelling. 

203.42  Rental  properties. 

203.43  Eligibility  of  miscellaneous  type 

mortgages. 
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Sec. 

203.44  Eligibility  of  open-end  advances. 
203.50  through  203.102  Insured  home  Im¬ 
provement  loans. 

(b)  For  the  purposes  of  this  subpart, 
all  references  in  Part  2p3  of  this  chapter 
to  section  203  of  the  Act  shall  be  con¬ 
strued  to  refer  to  section  235  of  the  Act. 

§  235.5  Definitions  used  in  this  subpart. 

As  used  in  this  subpart,  the  following 
terms  shall  have  the  meaning  indicated : 

(a)  “Adjusted  annual  income”  means 
the  annual  family  income  remaining 
after  making  certain  exclusions  from 
gross  annual  income.  The  following  items 
shall  be  excluded,  in  the  order  listed,  from 
family  gross  annual  income; 

(1) 5  percent  of  such  gross  annual  in¬ 
come,  in  lieu  of  amounts  to  be  withheld 
(social  security,  retirement,  health  in¬ 
surance,  etc.). 

(2)  Any  unusual  income  or  temporary 
income,  as  defined  by  the  Secretary. 

(3)  The  earnings  of  each  minor  in  the 
family  who  is  living  with  such  family, 
plus  the  sum  of  $300  for  each  such  minor. 

(b)  “Displaced  family”  means  a  family 
displaced  from  an  urban  renewal  area, 
or  as  a  result  of  a  governmental  action, 
or  as  a  result  of  a  major  disaster  as 
determined  by  the  President. 

(c)  “Family”  means  (1)  two  or  more 
persons  related  by  blood,  marriage,  or 
operation  of  law,  who  occupy  the  same 
dwelling  or  unit;  (2)  a  handicapped  per¬ 
son  who  has  a  physical  impairment  which 
is  expected  to  be  of  long-continued  and 
indefinite  duration,  substantially  im¬ 
pedes  his  ability  to  live  independently, 
and  is  of  such  a  nature  that  his  ability 
to  live  independently  could  be  improved 
by  more  suitable  housing  conditions:  or 
(3)  a  single  person,  62  years  of  age  or 
older. 

(d)  “Gross  annual  income”  means  the 
total  income,  before  taxes  and  other  de¬ 
ductions,  received  by  all  members  of  the 
mortgagor’s  household.  There  shall  be 
included  in  this  total  income  all  wages, 
social  security  payments,  retirement 
benefits,  military  and  veteran’s  disability 
payments,  imemployment  benefits,  wel¬ 
fare  benefits,  interest  and  dividend  pay¬ 
ments,  and  such  other  income  items  as 
the  Secretary  considers  appropriate. 

(e)  “Minor”  means  a  person  under  the 
age  of  21.  As  used  in  this  subpart,  minor 
shall  not  include  a  mortgagor  or  his 
spouse. 

(f )  “Substantial  rehabilitation”  means 
the  improvement  of  a  unit  in  deteriorat¬ 
ing  or  substandard  condition  to  a  decent, 
safe  and  sanitary  level,  meeting  FHA’s 
standards  for  mortgage  insurance.  A  unit 
is  in  deteriorating  or  substandard  condi¬ 
tion  when  it  does  not  provide  safe  and 
adequate  shelter  and  endangers  the 
health,  safety  or  well-being  of  the  occu¬ 
pants,  although  it  may  be  structurally 
sound :  or  w'hen  it  has  one  or  more  critical 
defects  or  combination  of  potential  de¬ 
fects  in  sufficient  number  or  extent  to 
require  considerable  repair  or  rebuilding. 
In  order  for  rehabilitation  to  be  con¬ 
sidered  substantial,  the  cost  of  that  re¬ 
habilitation  shall  not  be  less  than  25 
percent  of  the  value  of  the  property  after 
completion  of  rehabilitation. 


§  235.7  Application  and  commitment  ex¬ 
tension  fees. 

All  of  the  provisions  of  §  203.12  of  this 
chapter,  concerning  application  and 
commitment  extension  fees,  apply  to 
mortgages  insured  under  this  part,  ex¬ 
cept  that  the  mortgagee  shall  not  be  re¬ 
quired  to  pay  an  application  or  a  com¬ 
mitment  extension  fee  where  the  dwell¬ 
ing  or  family  unit  involved  is  being  re¬ 
leased  from  a  project  mortgage  which  is 
insured  at  the  time  of  the  release  under 
one  of  the  parts  of  this  chapter. 

§  235.10  Eligible  mortgagors. 

(a)  To  be  eligible  under  this  subpart, 
the  mortgagor  shall  have  an  adjusted  an¬ 
nual  income  which  shall  not  ex¬ 
ceed  at  the  time  of  initial  occupancy  80 
percent  of  the  median  income  for  the 
area,  with  adjustments  for  smaller  and 
larger  families,  as  determined  by  the  Sec¬ 
retary,  except  that  the  Secretary  may  es¬ 
tablish  income  ceilings  which  are  higher 
based  upon  his  determination  that  such 
higher  ceilings  are  necessary  because  of 
prevailing  levels  of  construction  costs, 
unusually  high  or  low  median  family 
incomes  or  such  other  factors  as  the 
Secretary  may  deem  to  be  necessary  to 
carry  out  the  purposes  of  this  part.  The 
percentage  of  median  income  for  smaller 
and  larger  families  shall  be  as  follows: 

Percent  of 
median 


family 

Persons  per  family:  income 

1  person _  50 

2  persons _  64 

3  persons _  72 

4  persons _  80 

5  persons _  85 

6  persons _ 90 

7  persons _  95 

8  or  more  persons _  100 


(b)  In  addition  to  the  income  limita¬ 
tions  set  forth  in  paragraph  (a)  of  this 
section,  a  mortgagor  must  establish  that 
his  income  is  and  will  be  adequate  to 
meet  his  portion  of  the  periodic  pay¬ 
ments  required  in  the  mortgage  sub¬ 
mitted  for  insurance.  Only  that  part  of 
the  mortgagor’s  income  which  can  be  ex¬ 
pected  to  continue  for  approximately  the 
first  5  years  of  the  mortgage  term  will  be 
considered  effective  income  for  the  pur¬ 
pose  of  determining  the  adequacy  of  the 
mortgagor’s  income. 

§  235.11  Counseling. 

The  Secretary  shall  provide  counseling 
under  such  terms  as  the  Secretary  shall 
determine. 

§  235.15  Eligible  types  of  dwellings. 

(a)  With  respect  to  mortgages  ap¬ 
proved  for  insurance  prior  to  January  1, 
1976,  the  mortgage  shall  involve  one  of 
the  following  types  of  dwellings; 

(1)  A  single  family  dwelling,  concern¬ 
ing  which  the*application  for  insurance 
is  approved  by  the  Secretary  prior  to  the 
beginning  of  construction  or  prior  to  the 
beginning  of  rehabilitation. 

(2)  A  two-family  dwelling,  one  of  the 
units  of  which  is  to  be  occupied  by  the 
owner,  which  is  approved  by  the  Secretary 
prior  to  the  beginning  of  substantial 
rehabilitation. 


(3)  A  one-family  unit  in  a  condomin¬ 
ium  project  (together  with  an  undivided 
interest  in  the  common  areas  and  facili¬ 
ties  serving  the  project)  which  is  released 
from  a  multifamily  project,  the  construc¬ 
tion  or  substantial  rehabilitation  of 
which  shall  have  been  completed  not 
more  than  2  years  prior  to  the  filing  of 
the  application  for  assistance  payments 
under  Subpart  C  of  this  Part.  The  family 
unit  shall  have  had  no  previous  occupant 
other  than  the  mortgagor. 

(4)  An  existing  single  family  dwelling 
or  a  family  unit  in  an  existing  condo¬ 
minium  project  which  meets  such  stand¬ 
ards  as  the  Secretary  may  prescribe  and 
which  is  to  be  occupied  by  a  mortgagor 
of  one  of  the  following  types: 

(1)  A  displaced  family. 

(ii)  A  family  that  has  been  occupying 
low  rent  public  housing. 

(iii)  A  family  with  five  or  more  minor 
persons. 

(5)  A  family  imit  in  an  existing  project 
which  is  released  from  a  multifamily 
project  covered  by  a  mortgage  insured 
pursuant  to  §  236.1  et  seq.  or  which  is 
released  from  a  multifamily  project  in 
which  the  housing  owner  has  been  re¬ 
ceiving  rent  supplement  payments  pur¬ 
suant  to  §  5.1  et  seq.  of  this  title. 

(6)  An  existing  single  family  dwelling 
or  a  family  unit  in  an  existing  condomin- 
um  project  concerning  which  assistance 
payments  have  been  made  on  behalf  of 
the  previous  owner  of  the  dwelling  or 
family  unit,  if  the  previous  owner  was 
the  mortgagor  vmder  a  mortgage  insured 
pursuant  to  §  235.45. 

(7)  An  existing  single  family  dwelling 
or  a  family  imit  in  an  existing  condo¬ 
minium  project  which  meets  such  stand¬ 
ards  as  the  Secretary  prescribes  and  con¬ 
cerning  which  an  application  for  assist¬ 
ance  payments  is  filed  pursuant  to  §  235.- 
301  et  seq.  and  approved  prior  to  July  1, 
1971. 

(b)  With  respect  to  mortgages  ap¬ 
proved  for  insurance  under  this  Part  on 
and  after  January  1,  1976,  the  mortgage 
shall  involve  only  the  types  of  dwellings 
identified  in  paragraphs  (a)(1)  or  (a)  (3) 
of  this  section,  the  construction  or  re¬ 
habilitation  of  which  shall  have  begxm 
after  October  17,  1975. 

§  235.20  Requirements  for  family  unit 
in  condominium. 

Where  the  dwelling  involved  is  a  one- 
family  unit  in  a  condominium  project, 
the  following  additional  requirements 
shall  be  met; 

(a)  Family  unit  eligibility.  The  family 
unit  must  be  located  in  a  project  which 
has  been  financed  with  a  mortgage  which 
is  or  has  been  insured  under  any  of  the 
FHA-multifamily  housing  programs 
other  than  sections  213(a)  (1)  and 

(2)  of  the  National  Housing  Act:  Pro¬ 
vided  That,  this  FHA  mortgage  financ¬ 
ing  rule  does  not  apply  to  projects  in¬ 
volving  11  or  less  unite  nor  to  existing 
public  housing  unite  concerning  which 
there  has  been  established  a  condo¬ 
minium  which  meets  such  standards  as 
the  Secretary  may  prescribe  and  for 
which  the  mortgagor  qualifies  as  a  fam¬ 
ily  occupying  low-rent  public  housing. 
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(b)  Plan  of  apartment  ownership.  The 
project  in  which  the  family  unit  is  lo¬ 
cated  shall  have  been  committed  to  a 
plan  of  apartment  ownership  by  enabling 
deed,  deed  of  constitution,  public  deed, 
or  other  recorded  instrument  which  has 
'been  approved  by  the  Secretary  and 
which  is  certified  by  the  mortgagee  as 
acceptable  and  binding  within  the  Juris¬ 
diction  where  the  project  is  located. 

(c)  Certificate  by  mortgagee.  The 
mortgagee  shall  certify  as  to  each  of  the 
following : 

(1)  That  the  individual  deed  for  the 
family  unit  to  be  covered  by  an  FHA- 
insured  mortgage  complies  with  all  legal 
requirements  of  the  jurisdiction  and  that 
ownership  thereunder  is  subject  to  the 
plan  of  apartment  ownership. 

(2)  That  the  mortgagor  has  good  and 
marketable  title  to  the  family  unit  sub¬ 
ject  only  to  the  mortgage  which  is  a  valid 
first  lien  on  the  property. 

(3)  That  the  family  unit  is  assessed 
and  subject  to  assessment  for  taxes  per¬ 
taining  to  the  unit. 

(d)  FHA  controls  for  consumer  and 
public  interest.  The  Secretary  may  re¬ 
quire  the  execution  of  a  regulatory  agree¬ 
ment  which  shall  be  made  applicable  to 
any  association  of  owners  and  to  any 
subsequent  owner  of  a  family  unit.  The 
Secretary  may  impose  such  additional 
conditions  and  provisions  as  he  deems 
necessary  for  the  protection  of  the  con¬ 
sumer  and  public  interest. 

(e)  Mortgage  covenant  concerning 
common  expenses  and  assessments.  The 
mortgage  shall  contain  a  covenant  by  the 
mortgagor  to  pay  the  allocated  share  of 
the  common  expenses  or  assessments  and 
charges  by  the  Association  of  Owners  as 
provided  in  the  Plan  of  Apartment  Own¬ 
ership  and  a  provision  approved  by  the 
Secretary  by  which  the  regulatory  agree¬ 
ment  is  incorporated  in  and  made  a  part 
of  the  mortgage. 

(f)  Definition  of  term  "assessment”. 
As  used  in  the  mortgage,  the  term  “as¬ 
sessment”,  except  where  it  refers  to 
assessments  and  charges  by  the  Associ¬ 
ation  of  Owners,  shall  mean  special  as¬ 
sessments  by  State  or  local  govern¬ 
mental  agencies,  districts  or  other  public 
taxing  or  assessing  bodies. 

§  235.22  Mortgage  provisions. 

(a)  Mortgage  form.  The  mortgage 
shall  be  excuted  upon  a  form  approved 
by  the  Secretary  for  use  in  the  jurisdic¬ 
tion  in  which  the  property  covered  by 
the  mortgage  is  situated  and  shall  be  a 
first  lien  upon  property  that  conforms 
with  property  standards  prescribed  by 
the  Secretary.  The  entire'  principal 
amount  of  the  mortgage  must  have  been 
disbursed  to  the  mortgagor  or  to  his 
creditors  for  his  account  and  with  his 
consent. 

(b)  Mortgage  multiples.  The  mortgage 
shall  involve  a  principal  obligation  in 
multiples  of  $50. 

(c)  Payments.  The  mortgage  shall; 

(1)  Come  due  on  the  first  of  the 
month. 

(2)  Have  an  amoritization  period  of 
either  10,  15,  20,  25,  or  30  years,  by  pro¬ 
viding  for  either  120,  180,  240,  300  or  360 
monthly  amortization  payments. 


(d)  Maturity.  (1)  The  mortgage  shall 
provide  for  complete  amortization  not  to 
exceed  30  years  from  the  date  of  the  be¬ 
ginning  of  amortization  of  the  mortgage. 

(2)  No  mortgage  shall  have  a  matu¬ 
rity  exceeding  three-quarters  of  the  Sec¬ 
retary’s  estimate  of  the  remaining  eco¬ 
nomic  life  of  the  building  improvements. 

If  this  limitation  results  in  a  term  of 
less  than  15,  20,  25,  or  30  years  the  term 
shall  be  adjusted  to  the  next  lower  mul¬ 
tiple  of  5  years. 

§  235.25  Maximum  mortgage  amount. 

A  mortgage  shall  not  exceed  the  fol¬ 
lowing; 

(a)  $21,600  for  a  single-family  dwell¬ 
ing  or  a  one-family  unit  in  a  condomini¬ 
um  project,  except  that  such  amount 
may  be  increased  to  $25,200  in  the  case 
of  a  family  with  five  or  more  persons. 

(b)  $28,000  for  a  two-family  dwelling, 
except  that  no  commitments  to  insure 
a  mortgage  on  a  two-family  dwelling 
shall  be  issued  under  this  part  after  Jan¬ 
uary  1, 1976. 

§  235.30  Increased  maximum  mortgage 
amount — high  cost  areas. 

In  any  geographical  area  where  the 
Secretary  finds  cost  levels  so  require,  the 
Secretary  may  increase  the  dollar 
amount  limitations  set  forth  in  §  235.25 
to  an  amount  not  to  exceed  the  following; 

(a)  $25,200  for  a  single-family  dwell¬ 
ing  or  a  one-family  unit  in  a  condomini¬ 
um  project,  except  that  such  an  amount 
may  be  increased  to  $28,800  in  the  case 
of  a  family  with  five  or  more  persons. 

(b)  $36,000  for  a  two-family  dwelling, 
except  that  no  commitments  to  insvu’e  a 
mortgage  on  a  two-family  dwelling  shall 
be  issued  under  this  part  after  January  1, 
1976. 

§  235.35  Mortgagor's  investment. 

(a)  With  respect  to  the  mortgages  ap¬ 
proved  for  insurance  under  this  Part 
prior  to  January  1,  1976,  the  mortgagor 
shall  have  paid,  at  the  time  the  mortgage 
is  insured,  on  account  of  the  property, 
in  cash  or  its  equivalent,  at  least  an 
amount  equal  to  3  percent  of  the  Sec¬ 
retary’s  estimate  of  the  cost  of  acquisi¬ 
tion. 

(b)  With  respect  to  mortgages  ap¬ 
proved  for  insurance  under  this  Part  on 
and  after  January  1, 1976,  the  mortgagor 
shall  have  paid,  at  the  time  the  mortgage 
is  insured,  on  account  of  the  property, 
in  cash  or  its  equivalent,  the  higher  of 

(1)  an  amount  equal  to  3  percent  of  the 
first  $25,000  of  the  Secretary’s  estimate 
of  the  cost  of  acquisition  and  10  percent 
of  such  estimate  in  excess  of  $25,000,  or 

(2)  an  amount  equal  to  6  percent  of  the 
Secretary’s  estimate  of  the  cost  of  acqui¬ 
sition  which  amount  may  include  the 
cost  of  such  prepaid  expenses  as  taxes, 
hazard  and  mortgage  insurance  premi¬ 
ums  and  such  other  expenses  paid  at 
closing  as  may  be  approved  by  the  Sec¬ 
retary. 

§  235.37  Limitation  on  number  of  mort¬ 
gages  in  subdivision. 

(a)  No  more  than  thirty  percent  of  the 
homes,  or  40  homes,  whichever  is  lesser, 
in  any  subdivision  shall  be  eligible  for 


mortgage  insurance  under  this  part,  ex¬ 
cept  that  when  subsidy  payments  pur¬ 
suant  to  Subpart  C  have  been  terminated 
pursuant  to  §  235.375  such  insurance 
contracts  shall  not  be  considered  in  de¬ 
termining  whether  the  thirty  percent 
limit  has  been  reached. 

(b)  For  purposes  of  this  section,  “sub¬ 
division”  means  a  group  of  10  or  more 
homes  offered  for  sale  under  a  common 
promotional  scheme,  or  a  group  of  10 
or  more  lots  to  be  used  for  the  construc¬ 
tion  of  houses  under  a  common  promo¬ 
tional  scheme,  or  a  combination  of  10  or 
more  such  lots  and  homes  being  sold  and 
used  under  a  common  promotional 
scheme.  Where  homes  or  lots  located  in 
different  tracts  of  land  are  being  offered 
for  sale  or  used  for  building  by  a  single 
builder  or  group  of  builders  acting  in 
concert,  and  where  the  tracts  are  con¬ 
tiguous  or  are  known,  designated  or  ad¬ 
vertised  as  a  common  unit,  or  by  a  com¬ 
mon  name,  they  shall  be  presumed  to  be 
subject  to  a  common  promotional  scheme 
without  regard  to  the  niunber  of  homes 
or  lots  within  each  tract.  Homes  already 
sold  shall  be  considered  as  part  of  a  sub¬ 
division  for  purposes  of  this  section  if 
they  were  sold  under  a  common  promo¬ 
tional  scheme  with  homes  not  yet  built 
or  sold. 

(c)  For  purposes  of  this  section  a  “sub¬ 
division”  shall  include  a  condominium 
regime  of  10  or  more  units.  ^ 

§  235.38  Reservations  of  contract  au¬ 
thority. 

(a)  The  Secretary  will  not  issue  con¬ 
ditional  commitments  to  insure  mort¬ 
gages  and  to  make  interest  reduction 
payments  pursuant  to  this  Part.  How¬ 
ever,  conditional  commitments  to  insure 
mortgages  issued  under  Part  203,  Part 
221,  Subpart  A,  and  Part  234,  Subpart  A 
of  this  chapter  will  be  considered  to  be 
conditional  commitments  to  insure  under 
this  Part  up>on  request  by  the  mortgagee 
accompanied  by  submission  of  an  appli¬ 
cation  for  firm  commitment  to  insure 
under  this  Part  for  an  eligible  mortgagor 
subject  to  the  availability  of  contract  au¬ 
thority  for  interest  reduction  payments 
under  Subpart  C  of  this  Part  and  sub¬ 
ject  to  any  limitations  on  eligibility  set 
forth  in  this  Subpart. 

(b)  Advance  reservations  of  contract 
authority  may  be  issued  by  the  Secretary 
to  a  builder  specifically  identified  for  use 
in  connection  with  conunitments  or  a 
group  of  conunitments  for  insurance  of 
mortgages  in  a  particular  subdivision, 
subject  to  the  limitation  in  §  235.37,  or 
for  a  specific  home  not  in  a  subdivision 
as  defined  therein. 

(c)  Reservations  of  contract  authority 
shall  be  considered  void  (1)  upon  the  ex¬ 
piration  without  mortgage  insxirance  of 
the  commitments  for  mortgage  insurance 
in  connection  with  which  they  were  is¬ 
sued,  or  (2)  6  months  after  issuance  un¬ 
less  extended  for  an  additional  period 
not  to  exceed  6  months. 

§  235.40  Late  charge. 

A  late  charge  may  be  collected  by  the 
mortgagee  for  each  payment  more  than 
15  days  in  arrears,  but  such  charge  shall 
not  exceed  2  cents  for  each  dollar  for  the 
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mortgagor’s  share  of  the  monthly  pay¬ 
ment.  Such  charge  shall  be  separately 
billed  to  and  collected  from  the  mort¬ 
gagor  and  shall  not  be  deducted  from  any 
aggregate  monthly  payment.  Such 
charge  shall  not  be  included  in  the  as¬ 
sistance  payment. 

§  235.45  Kligibility  rrquiremrnlN  for 
purchaser  from  rcliabililation  sales 
project. 

(a)  Except  as  provided  in  this  section, 
all  of  the  provisions  of  this  subpart  shall 
apply  to  the  insurance  under  section  235 
(j)  (4)  of  the  National  Housing  Act  of  a 
mortgage  financing  the  purchase  by  a 
lower  income  person  from  a  rehabilita¬ 
tion  sales  project  of  a  single  or  two- 
family  dwelling  or  a  family  unit  in  a  con¬ 
dominium  project.  The  rehabilitation 
sales  project  shall  be  financed  with  a 
mortgage  insured  under  either  section 
221(h)(1)  of  the  National  Housing  Act 
or  section  235(j)  (2)  of  such  Act,  but  no 
applications  for  project  mortgage  insur¬ 
ance  under  such  sections  will  be  accepted 
after  October  17,  1975. 

(b)  The  mortgagee  shall  not  be  re¬ 
quired  to  pay  an  application  or  com¬ 
mitment  extension  fee. 

(c)  The  mortgage  shall  comply  with 
each  of  the  following  requirements; 

(1)  It  shall  involve  a  principal  obliga¬ 
tion  in  an  amount  not  exceeding  that 
portion  of  the  unpaid  balance  of  the 
project  mortgage  which  is  allocable  to 
the  dwelling  or  family  unit  being 
purchased. 

(2)  It  shall  bear  interest  at  the  maxi¬ 
mum  rate  permitted  under  §  203.20  at 
the  time  the  commitment  for  insurance 
was  issued  for  the  project  mortgage. 

(3)  It  shall  be  limited  to  the  term  of 
the  project  mortgage  remaining  at  the 
time  of  the  purchase. 

(d)  The  purchase  price  of  the  dwelling 
or  family  unit  shall  equal  that  portion  of 
the  unpaid  balance  of  the  project  mort¬ 
gage  which  is  allocable  to  the  dwelling 
or  family  unit  plus  such  additional 
amount,  not  less  than  $200,  as  the  Sec¬ 
retary  may  determine  to  be  reasonable. 
This  additional  amount  may  be  paid  in 
cash  or  its  equivalent,  and  may  be  ap¬ 
plied  in  whole  or  in  part  toward  closing 
costs.  It  shall  be  paid  by  the  mortgagor 
in  lieu  of  the  minimum  investment  pre¬ 
scribed  in  §  235.35. 

(e)  The  mortgagor  shall  be  required  to 
have  an  adjusted  annual  income  within 
the  limits  prescribed  by  the  Secretary. 

Subpart  B — Contract  Rights  and  Obli¬ 
gations — Homes  for  Lower  Income 
Families 

§  235.201  Incorporation  by  rcferenre. 

(a)  All  of  the  provisions  of  Subpart  B, 
Part  203  of  this  chapter  covering  mort¬ 
gages  insured  under  Section  203  of  the 
National  Housing  Act  apply  to  mortgages 
insured  under  Section  235  of  the  Nation¬ 
al  Housing  Act,  except  the  following 
provisions ; 

Sec. 

203.305  Open-end  advance  subject  to  open- 

end  charge. 

203.306  Method  of  payment  of  open-end 

charge. 

203.307  Calculation,  amount,  and  due  date 

of  open-end  charge. 

203.308  Duration  of  open-end  charge. 


Sec. 

203.309  Pro  rata  payment  of  open-end 
charge. 

203.357  Deed  in  lieu  of  foreclosure. 

203.379  Adjustment  for  fire,  flood,  earth¬ 

quake,  or  tornado  damage. 

203.380  Certificate  of  property  condition. 

203.389  Waived  title  objections. 

203.400  Method  of  payment. 

203.420  Nature  of  Mutual  Mortgage  Insur¬ 

ance  Fund. 

203.421  Allocation  of  Mutual  Mortgage  In¬ 

surance  Fund  income  or  loss. 

203.422  Rights  and  liability  under  Mutual 

Mortgage  Insurance  Fund. 

203.423  Distribution  of  distributive  shares. 

203.424  Maximum  amount  of  distributive 

shares. 

203.425  Finality  of  determination. 

203.426  Inapplicability  to  housing  in  older, 

declining  urban  areas. 

203.440  through  203.495  Insured  home  im¬ 
provement  loans. 

(b)  The  term  “property”  or  “each  fam¬ 
ily  dwelling  unit”  as  used  in  §§  203.251 
through  203.435  of  this  chapter  (Part 
203,  Subpart  B)  shall,  when  used  in  con¬ 
nection  with  a  family  unit  in  a  condo¬ 
minium,  be  construed  to  include  a  “one- 
family  unit  and  the  undivided  interest 
in  the  common  areas  and  facilities.” 

§  235.205  Deed  in  lieu  of  foreclosure. 

All  of  the  provisions  of  §  203.357  of  this 
chapter  relating  to  the  acceptance  of  a 
deed  in  lieu  of  foreclosure  shall  apply 
to  mortgages  insured  under  this  part, 
except  that  where  a  family  unit  in  a  con¬ 
dominium  is  involved,  the  deed  in  lieu 
of  foreclosure  may  be  accepted  only  if 
the  mortgagee  establishes  to  the  satis¬ 
faction  of  the  Secretary  that  there  are 
no  unoaid  assessments  owed  to  the 
association  or  cooperative  of  owners. 

§  235.215  Method  of  paying  insurance 
benefits. 

If  the  application  for  insurance  bene¬ 
fits  is  acceptable  to  the  Secretary,  the  in¬ 
surance  claim  shall  be  paid  in  cash,  un¬ 
less  the  mortgagee  files  a  written  re¬ 
quest  with  the  application  for  payment 
in  debentures.  If  such  a  request  is  made, 
the  claim  shall  be  paid  in  debentures  is¬ 
sued  in  multiples  of  $50,  with  any  bal¬ 
ance  less  than  $50  to  be  paid  in  cash. 

§  235.220  Condition  of  property. 

All  of  the  provisions  of  §  203.379  re¬ 
lating  to  the  adjustment  of  the  insur¬ 
ance  claim  for  fire,  flood,  earthquake  or 
tornado  damage  and  all  of  the  provi¬ 
sions  of  §  203.380  requiring  the  mortgagee 
to  certify  as  to  the  condition  of  the  prop¬ 
erty  shall  apply  to  mortgages  insured 
under  this  subpart  with  the  exception 
of  mortgages  involving  condominium 
units.  §§  235.230  and  235.235  contain 
the  comparable  provisions  applicable  to 
mortgages  involving  condominium  units. 

Special  Provisions  Applicable  Only  to 
Mortgages  Involving  Condominium 
Units 

§  235.221  Waived  title  objections. 

(a)  General  provisions.  All  of  the  pro¬ 
visions  of  §  203.389  of  this  chapter  (re¬ 
lating  to  the  waiver  by  the  Secretary  of 
objections  to  title)  shall  apply  to  mort¬ 
gages  insured  under  this  subpart,  with 
the  exception  of  mortgages  involving 
condominium  units. 


(b)  Provisions  applicable  to  con¬ 
dominiums.  Where  the  mortgage  involves 
a  condominium  unit,  the  Secretary  shall 
not  object  to  title  by  reason  of  the 
following  matters: 

(1)  Violations  of  a  restriction  based 
on  race,  color  or  creed,  even  where  such 
restriction  provides  for  a  penalty  of  re¬ 
version  or  forfeiture  of  title  or  a  lien  for 
liquidated  damage. 

(2)  Easements  for  public  utilities 
along  one  or  more  of  the  property  lines, 
provided  the  exercise  of  the  rights  there¬ 
under  do  not  interfere  with  any  of  the 
buildings  or  improvements  located  on 
the  subject  property. 

(3)  Encroachments  on  the  subject 
property  by  improvements  on  adjoining 
property,  provided  such  encroachments 
do  not  interfere  with  the  use  of  any  im¬ 
provements  on  the  subject  property. 

(4)  Variations  between  the  length  of 
the  .subject  property  lines  as  shown  on 
the  application  for  insurance  and  as 
shown  by  the  record  or  possession  lines, 
provided  such  variations  do  not  interfere 
with  the  use  of  any  of  the  improvements 
on  the  subject  property. 

(5)  Customary  buildings  or  use  re¬ 
strictions  for  breach  of  which  there  is  no 
reversion  and  which  have  not  been 
violated  to  a  material  extent. 

§  235.225  Changes  in  plan  of  apartment 

ownership. 

The  mortgagee  shall  notify  the  Secre¬ 
tary  of  any  change  in  the  plan  of  apart¬ 
ment  ownership  and  in  the  administra¬ 
tion  of  the  property.  Such  notification 
shall  be  given  either  at  the  time  of  the 
conveyance  of  the  property  or  at  the  time 
of  the  assignment  of  the  mortgage.  Any 
change  in  such  plan  shall  require  ap¬ 
proval  by  the  Secretary. 

§  235.230  Condition  of  multifamily 
structure. 

(a)  When  a  family  unit  is  conveyed  or 
a  mortgage  is  assigned  to  the  Secretary, 
the  family  unit  and  the  common  areas 
and  facilities  (including  restricted  com¬ 
mon  areas  and  facilities)  designated  for 
the  particular  unit  shall  be  undamaged 
by  fire,  earthquake,  tornado,  or  boiler  ex¬ 
plosion.  If  the  property  has  been  dam¬ 
aged,  either  of  the  following  actions  shall 
be  taken: 

(1)  The  property  may  be  repaired 
prior  to  its  conveyance  or  prior  to  the 
assignment  of  the  mortgage  to  the 
Secretary. 

(2)  With  the  prior  approval  of  the 
Secretary,  the  property  may  be  conveyed 
or  the  mortgage  assigned  to  the  Secre¬ 
tary  without  repairing  the  damage.  In 
such  instances,  the  Secretary  shall  de¬ 
duct  from  the  insurance  benefits  either 
his  estimate  of  the  decrease  in  value  of 
the  family  unit  or  the  amount  of  any 
insurance  recovery  received  by  the  mort¬ 
gagee,  whichever  amount  is  the  greater. 

(b)  If  the  property  has  been  damaged 
by  fire  and  such  property  was  not  covered 
by  fire  insurance  at  the  time  of  the 
damage,  the  mortgagee  may  convey  the 
rroperty  or  a'^sign  the  mortgage  to  the 
Secretary  without  deduction  from  the 
insurance  benefits  for  any  loss  occa¬ 
sioned  by  such  fire  if  the  following  con¬ 
ditions  were  met; 
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(1)  The  property  shall  have  been 
covered  by  Are  insurance  at  the  time  the 
mortgage  was  insured. 

(2)  The  fire  insurance  company  shall 
have  later  canceled  or  refused  to  renew 
the  FKJlicy. 

(3)  The  mortgagee  shall  have  notified 
the  Secretary  within  30  days  (or  within 
such  further  time  as  the  Secretary  may 
approve)  of  the  cancellation  of  the  fire 
insurance  or  of  the  refusal  of  the  insur¬ 
ing  company  to  renew  the  fire  insurance. 
This  notification  shall  have  been  accom¬ 
panied  by  a  certification  of  the  mortgagee 
that  diligent  efforts  were  made,  but  it 
was  unable  to  obtain  fire  insurance 
coverage  at  reasonably  competitive  rates 
and  that  it  will  continue  its  efforts  to 
obtain  adequate  fire  insurance  coverage 
at  competitive  rates. 

§  235.235  Certificate  or  statement  of 
condition. 

(a)  At  the  time  of  conveyance  of  the 
property  or  assignment  of  the  mortgage 
to  liie  Secretary,  the  mortgagee  shall,  as 
of  the  date  of  the  filing  for  record  of  the 
deed  or  assignment,  either: 

*  (1)  Certify  that  the  conditions  of 
§  235.230(a)  have  been  met;  or 

(2)  Submit  a  statement  describing  any 
such  damage  that  may  still  exist. 

(b)  In  the  absence  of  evidence  to  the 
contrary,  the  mortgagee’s  certificate  or 
its  statement  as  to  damage  shall  be  ac¬ 
cepted  by  the  Secretary  as  establishing 
the  condition  of  the  family  unit  and  the 
common  areas  and  facilities  including 
restricted  common  areas  and  facilities 
designated  for  the  particular  unit. 

§  235.240  Assessment  of  taxes. 

When  a  family  unit  is  conveyed  to  the 
Secretary  or  a  mortgage  is  assigned  to 
the  Secretary,  the  unit  shall  be  as¬ 
sessed  and  subject  to  assessment  for 
taxes  pertaining  only  to  that  unit. 

§  235.245  Certificate  of  tax  assessment. 

The  mortgagee  shall  certify,  as  of  the 
date  of  filing  for  record  of  the  deed  or 
assignment  of  the  mortgage  to  the  Secre¬ 
tary,  that  the  family  unit  is  assessed 
and  subject  to  assessment  for  taxes  per¬ 
taining  to  that  unit. 

§  235.250  Cancellation  of  property  in¬ 
surance. 

The  provisions  of  §  203.382,  relating  to 
the  cancellation  of  hazard  insurance 
upon  filing  for  record  of  the  deed  to  the 
Secretary,  are  incorporated  by  reference 
and  shall  apply  to  hazard  insurance  pol¬ 
icies  carried  solely  for  the  family  unit. 

Subpart  C — Assistance  Payments — Homes 
for  Lower  Income  Families 

§  235.301  Definitions. 

The  definitions  contained  in  §  235.5 
shall  apply  to  this  subpart.  In  addition 
the  term  “assistance  payment”  means 
that  portion  of  a  homeowner’s  or  coop¬ 
erative  member’s  monthly  mortgage  pay¬ 
ment  which  the  Secretary  becomes  ob¬ 
ligated  to  pay  under  an  assistance 
payment  contract. 

§  235.305  Contract  for  assistance  pay¬ 
ments. 

This  subpart  shall  constitute  the  con¬ 
tract  between  the  mortgagee  and  the 


Secretary  for  assistance  payments  pur¬ 
suant  to  section  235(b)  of  the  National 
Housing  Act. 

§  235.310  Execution  of  assistance  pay¬ 
ment  contract. 

(a)  Homeowners.  The  issuance  of  a 
mortgage  insurance  certificate  pursuant 
to  §  235.1  et  seq.  shall  also  constitute  the 
execution  of  the  assistance  payment  con¬ 
tract  with  respect  to  the  mortgage  being 
insured. 

(b)  Cooperative  members.  The  issu¬ 
ance  of  a  certificate  approving  an  appli¬ 
cation  filed  on  behalf  of  a  cooperative 
member  shall  constitute  the  execution 
of  the  assistance  payment  contract  with 
respect  to  member  named  in  the  certifi¬ 
cate. 

§  235.315  Qualified  homeowners. 

To  qualify  for  assistance  payments,  the 
homeowner’s  adjusted  annual  income,  at 
the  time  of  application  for  assistance, 
shall  be  within  the  limitations  provided 
in  §  235.10,  and  the  homeowner  shall  be 
a  mortgagor  under  a  mortgage  insured 
or  to  be  issued  pursuant  to  Subparts  A 
and  B  of  this  part. 

§  235.320  Limitation  of  sales  price. 

To  qualify  for  assistance  payments, 
the  homeowner  shall  not  have  paid  in 
connection  with  the  purchase  of  the 
property  with  respect  to  which  assist¬ 
ance  payments  are  to  be  made  more  than 
the  Secretary’s  estimate  of  value  of  such 
property,  nor  shall  the  purchase  price 
exceed  120  percent  of  the  mortgage 
amount  established  pursuant  to  §  235.25 
or  §  235.30  of  this  Part,  whichever  is 
applicable. 

§  235.325  Qualified  cooperative  mem¬ 
bers. 

To  qualify  for  assistance  payments, 
the  cooperative  member’s  adjusted  an¬ 
nual  income,  at  the  time  of  application 
for  assistance,  shall  be  within  the  limi¬ 
tations  provided  in  §  235.10  and  the  co¬ 
operative  member  shall  be  one  of  the 
following : 

(a)  A  member  of  a  cooperative  asso¬ 
ciation  which  operates^a  housing  project 
which  has  been  constructed  or  substan¬ 
tially  rehabilitated  not  more  than  two 
years  prior  to  the  filing  of  the  applica¬ 
tion  for  assistance  payments  and  which 
is  financed  with  a  mortgage  insured 
under  §§  213.1  through  213.280  of  this 
chapter.  The  dwelling  unit  occupied  by 
the  cooperative  member  shall  have  had 
no  previous  occupant. 

(b)  A  member  of  a  cooperative  asso¬ 
ciation  which  operates  an  existing  hous¬ 
ing  project  financed  with  a  mortgage  in¬ 
sured  under  §§213.1  through  213.280  of 
this  chapter,  if  such  member  has  ac¬ 
quired  membership  and  occupancy  rights 
from  one  who  was  receiving  assistance 
payment. 

(c)  A  member  of  a  cooperative  asso¬ 
ciation  which  operates  an  existing  hous¬ 
ing  project  financed  with  a  mortgage  in¬ 
sured  under  §§213.1  through  213.280  of 
this  chapter,  if  such  member  meets  one 
of  the  following  qualifications; 

( 1 )  The  member  shall  qualify  as  a  dis¬ 
placed  family. 


(2)  The  member’s  family  shall  in¬ 
clude  five  or  more  minor  persons. 

(3)  The  member’s  family  shall  have 
been  occupying  low-rent  public  housing 
at  the  time  the  application  for  assistance 
payments  is  filed. 

(d)  A  member  of  a  cooperative  asso¬ 
ciation  which  operates  a  housing  proj¬ 
ect  which  is  financed  under  a  State  or 
local  program  providing  assistance 
through  loans,  loan  insurance  or  tax 
abatements,  and  which  prior  to  comple¬ 
tion  of  construction  or  rehabilitation  is 
approved  for  receiving  the  benefits  of 
this  section. 

§  235.330  Cooperative  units  eligible  for 

assistance  payments. 

The  maximum  amount  of  the  mort¬ 
gage  attributed  to  the  dwelling  unit  of 
the  cooperative  member  shall  not  exceed 
$21,600  except  that  such  amount  may  be 
increased  to  $25,200  in  the  case  of  a  fam¬ 
ily  of  five  or  more  persons.  These 
amounts  may  be  increased  to  $25,200  and 
$28,800  respectively,  in  any  geographical 
area  where  the  Secretary  finds  cost  lev¬ 
els  sc  require. 

§  235.335  Assistance  payments  and  han¬ 
dling  charges. 

(a)  The  assistance  pavment  on  behalf 
of  a  mortgagor  shall  be  thfe  lesser  of  the 
following ; 

(1)  The  difference  between  20  percent 
of  the  homeowner’s  or  cooperative  mem¬ 
ber’s  adjusted  monthly  income  and  the 
required  monthly  payment  under  the 
mortgage  for  principal,  interest,  taxes, 
insurance,  and  mortgage  insurance 
premium. 

(2)  (i)  With  respect  to  mortgages  ap¬ 
proved  for  insurance  under  this  Part  by 
the  Secretary  before  January  1, 1976,  the 
difference  between  the  required  monthly 
payment  under  the  mortgage  for  princi¬ 
pal,  interest,  and  mortgage  insurance 
premium  and  the  monthly  payment 
which  would  be  required  for  principal 
and  interest  if  the  mortgage  bore  an  in¬ 
terest  rate  of  1  percent. 

(ii)  With  respect  to  mortgages  ap¬ 
proved  for  insurance  under  this  Part  by 
the  Secretary  on  or  after  January  1, 
1976,  the  difference  between  the  required 
monthly  payment  under  the  mortgage 
for  principal,  interest,  and  mortgage  in¬ 
surance  premium  and  the  monthly  pay¬ 
ment  which  would  be  required  for  princi¬ 
pal  and  interest  if  the  mortgage  bore  an 
interest  rate  of  5  percent. 

(b)  'The  assistance  payment  on  behalf 
of  a  cooperative  member  shall  be  in  an 
amount  computed  by  using  the  formula 
prescribed  in  paragraph  (a)  of  this  sec¬ 
tion  and  applying  the  cooperative  mem¬ 
ber’s  proportionate  share  of  the  obliga¬ 
tion  under  the  project  mortgage  to  the 
items  set  forth  in  the  formula. 

(c)  In  addition  to  the  assistance  pay¬ 
ment  referred  to  in  paragraphs  (a)  and 

(b)  of  this  section,  the  mortgagee  shall 
be  entitled  to  the  monthly  payment  of 
an  amount  the  Secretary  deems  suffi¬ 
cient  to  reimburse  the  mortgagee  for  its 
expense  in  handling  the  mortgage. 

§  235.340  Time  of  payments. 

The  assistance  payment  shall  be  due 
on  the  first  day  of  each  month  and  shall 
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be  paid  upon  the  receipt  of  a  billing,  on 
a  form  prescribed  by  the  Secretary,  from 
the  mortgagee  or  its  authorized  agent. 

§  235.345  Term  of  assistance  contract. 

(a)  Homeowners.  The  term  of  the  as¬ 
sistance  payment  contract  shall  begin  on 
the  date  of  disbursement  of  mortgage 
proceeds  as  shown  on  the  commitment 
for  insurance  and  shall  continue  until 
the  contract  is  terminated  pursuant  to 
§  235.375. 

(b)  Cooperative  members.  The  term 
of  the  assistance  payment  contract  shall 
begin  on  the  date  of  issuance  of  a  cer¬ 
tificate  approving  an  application  filed  on 
behalf  of  a  cooperative  member  and 
shall  continue  until  the  contract  is  ter¬ 
minated  pursuant  to  §  235.375. 

§  235.350  Mortgagor’s  required  recertifi¬ 
cation. 

(a)  With  respect  to  mortgages  insured 
under  this  Part  prior  to  January  1,  1976, 
the  mortgagee  shall  obtain  from  the 
homeowner  (or  from  the  cooperative  as¬ 
sociation  on  behalf  of  the  cooperative 
member),  on  a  form  prescribed  by  the 
Secretary  a  recertification  as  to  occu¬ 
pancy,  employment,  family  composition 
and  income  whenever  one  of  the  follow¬ 
ing  events  takes  place ; 

(1)  Annually,  no  earlier  than  60  days 
before  and  no  later  than  30  days  after 
the  anniversary  date  of  the  mortgage  or 
at  such  other  anniversary  date  as  set  by 
the  Secretary; 

(2)  No  more  than  30  days  after  the 
mortgagee  is  notified  by  the  mortgagor 
or  .learns  from  any  source,  that  the 
mortgagor  or  any  adult  (21  years  or 
older)  member  of  the  family  residing  in 
the  household  changes  or  begins  employ¬ 
ment  which  results  in  an  increase  in  the 
family  income  reported  in  the  original 
application  for  assistance  or  the  most  re¬ 
cent  recertification: 

(3)  At  such  other  times  as  the  Secre¬ 
tary  may  require. 

(b)  With  respect  to  mortgages  insured 
under  this  part  after  January  1,  1976, 
the  mortgagee  shall  obtain  from  the 
homeowner,  on  a  form  prescribed  by  the 
Secretary,  a  recertification  as  to  occu¬ 
pancy,  employment,  family  composition 
and  income  for  the  prior  calendar  year, 
and  a  certified  copy  of  the  federal  in¬ 
come  tax  returned  for  the  year  preced¬ 
ing  recertification  filed  by  each  person 
who  is  required  to  file  such  a  return  and 
whose  income  is  reported  in  the  recertifi¬ 
cation,  whenever  one  of  the  following 
events  takes  place : 

(1)  Annually,  within  30  days  after  the 
filing  of  the  federal  income  tax  return 
or  returns,  but  in  no  event  later  than 
May  15;  provided,  that  the  first  annual 
recertification  shall  be  submitted  for  the 
calendar  year  ending  before  the  first 
anniversary  date  of  the  mortgage. 

(2)  No  more  than  30  days  after  the 
mortgagee  is  notified  by  the  mortgagor 
or  learns  from  any  source,  that  the  mort¬ 
gagor  or  any  adult  (21  years  or  older) 
member  of  the  family  residing  in  the 
household  changes  or  begins  employment 
which  results  in  an  increase  in  the  fam¬ 
ily  income  reported  in  the  original  ap¬ 
plication  for  assistance  or  the  most  re¬ 
cent  recertification; 


(3)  At  such  other  times  as  the  Secre¬ 
tary  may  require.  Income  tax  returns 
submitted  pursuant  to  the  provisions  of 
this  subsection  and  §  235.355  shall  be 
used  solely  for  the  purpose  of  verifying 
recertifications. 

§  235.355  Mortgagor’s  optional  recertifi- 

ration. 

Upon  request  of  the  mortgagor  or  co¬ 
operative  member  the  mortgagee  shall 
accept  recertification  and  a  certified  copy 
of  the  most  recent  federal  income  tax 
return  filed  by  each  person  whose  income 
is  reported  in  the  recertification  when¬ 
ever  the  mortgagor,  his  or  her  spouse  or 
an  adult  (21  years  or  older)  member  of 
the  family  changes  or  loses  employment 
which  results  in  a  decrease  in  the  family 
income  reported  in  the  most  recent  certi¬ 
fication  or  recertification.  This  recertifi¬ 
cation  shall  be  on  a  form  prescribed 
by  the  Secretary. 

§  235.360  Adjustment  in  assistance  pay¬ 
ments. 

The  mortgagee  shall  make  appropriate 
adjustments  in  the  amount  of  the  re¬ 
quested  assistance  payments  to  reflect 
changes  in  family  income  reported  in 
any  required  or  optional  recertification 
of  the  homeowner  or  cooperative  mem¬ 
ber.  The  adjustment  shall  not  be  retro¬ 
active  except  at  the  discretion  of  the 
Secretary.  The  adjustment  shall  apply 
only  to  assistance  payments  beginning 
with  the  payment  due  no  earlier  than  the 
first  day  of  the  month  following  and 
no  later  than  the  first  day  of  the  second 
month  following  the  date  the  mort¬ 
gagor’s  recertification  is  received  by  the 
mortgagee. 

§  235.365  Mortgagee  records. 

The  mortgagee  shall  maintain  such 
records  as  the  Secretary  may  require  with 
respect  to  the  mortgagor’s  payments,  the 
mortgage  sissistance  payments  received 
from  the  Secretary,  and  the  annual  re¬ 
certifications  of  financial  status  from  the 
homeowmer  or  mortgagor.  Such  records 
shall  be  kept  on  file  for  a  period  of  time 
and  in  a  manner  prescribed  by  the  Sec¬ 
retary  and  shall  be  available,  w'hen  re¬ 
quested,  for  review  and  inspection  by  the 
Secretary  or  the  Comptroller  General  of 
the  United  States. 

§  235.370  Effect  of  assignment  of  mort¬ 
gage  with  an  assistance  payment  con¬ 
tract. 

Where  a  mortgage  covered  by  an  as¬ 
sistance  payment  contract  is  sold  to  an¬ 
other  approved  mortgagee,  the  buyer 
shall  succeed  to  all  the  rights  and  become 
bound  by  all  the  obligations  of  the  seller 
under  such  contract. 

§  235.375  Termination,  suspension,  or 
reinstatement  of  the  assistance  pay¬ 
ments  contract. 

(a)  Termination.  The.  assistance  pay¬ 
ments  contract  shall  be  terminated  when 
any  of  the  following  events  occurs: 

(1)  The  contract  of  mortgage  insur¬ 
ance  is  terminated,  except  when  the 
mortgage  has  been  assigned  to  the 
Secretary, 

(2)  The  homeowner  or  c(X)perative 
member  ceases  to  occupy  the  property, 
except  in  the  following  instances; 


(i)  Where  the  property  is  purchased 
by  a  homeowner  who  assumes  the  mort¬ 
gage  obligation  under  a  mortgage  insured 
prior  to  January  1,  1976,  and  who  meets 
the  income  and  asset  requirements  pre¬ 
scribed  by  the  Secretary. 

(ii)  Where  the  cooperative  member 
transfers  his  membership  and  occupancy 
rights  to  a  new  member  who  meets  the 
income  and  asset  requirements  pre¬ 
scribed  by  the  Secretary. 

(3)  When  the  assistance  payments 
contract  has  been  suspended  for  a  period 
of  3  years  without  reinstatement. 

(b)  Suspension.  The  assistance  pay¬ 
ments  contract  shall  be  suspended  when 
any  one  of  the  following  events  occurs: 

(1)  The  mortgagee  determines  that 
the  mortgagor  or  cooperative  member 
ceases  to  qualify  for  the  benefits  of  as¬ 
sistance  payments  by  reason  of  his  in¬ 
come  increasing  to  an  amount  enabling 
him  to  pay  the  full  monthly  mortgage 
payment  by  using  20  percent  of  the  fam¬ 
ily  income. 

(2)  Foreclosure  is  instituted. 

(3)  The  mortgagee  is  unable  to  obtain 
from  the  homeowner  (or  from  the  coop¬ 
erative  association  on  behalf  of  the  coop-  * 
erative  member)  a  required  recertifica¬ 
tion  of  occupancy,  employment,  income, 
and  family  composition. 

(4)  At  such  other  times  as  the  Secre¬ 
tary  may  require. 

(c)  Effect  of  termination  or  suspen¬ 
sion.  Upon  termination  or  suspension 
of  the  assistance  payments  contract,  the 
payment  due  on  the  first  day  of  the 
month  in  which  the  termination  or  sus¬ 
pension  occurs  shall  be  the  last  payment 
to  which  the  mortgagee  shall  be  entitled: 
except  that,  in  the  case  of  a  suspended 
contract,  payment  may  be  resumed  after 
the  contract  is  reinstated  pursuant  to 
paragranh  (e)  of  this  section. 

(d)  Noneffect  on  mortgage  insurance 
contract.  The  termination  or  suspension 
of  the  assistance  payments  contract, 
where  the  mortgage  insurance  contract 
is  not  simultaneously  terminated,  shall 
have  no  effect  on  the  mortgage  insurance 
contract. 

(e)  Reinstatement.  Where  the  assist¬ 
ance  payments  contracts  is  suspended, 
it  may  be  reinstated  by  the  Secretary 
at  his  discretion  and  on  such  conditions 
as  he  may  prescribe. 

§  235.499  Effect  of  amendments. 

The  regulations  in  this  subpart  may  be 
amended  by  the  Secretary  at  any  time 
and  from  time  to  time,  in  whole  or  in 
part,  but  such  amendment  shall  not  ad¬ 
versely  affect  the  interest  of  a  mortgagee 
under  an  existing  contract  for  assistance 
payments. 

It  is  hereby  certified  that  the  economic 
and  inflation  impacts  of  this  proposed 
regulation  have  been  carefully  evaluated 
in  accordance  with  OMB  Circular  A-107. 

Issued  at  Washington,  D.C.  on  Novem¬ 
ber  3,  1975. 

David  S.  Cook, 

Assistant  Secretary  for  Housing 
Production  and  Mortgage 
Credit — Federal  Housing 

Commissioner.- 
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